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TEXT: 

When referring to Switzerland as a financial centre, what is often 
meant is the unique position that Switzerland has long held in the world of 
private banking. This history deserves a brief review, since it is relevant 
to Switzerland's, current status as an international financial centre. 
Equally important to global investors, however, is the future development 
of Finanzplatz Schweiz and the comparative advantages it will offer private 
and institutional investors. 

PRIVATE BANKING 

The leadership position Swiss private banking enjoys today was not 
achieved by mere circumstance. Rather, it arose out of a number of 
different factors: 

Factors which built leadership 

1) The first crucial factor in Switzerland's leadership position was 
its unconstrained openness towards its European neighbours, manifested by 
its multicultural society and. the four languages spoken within its narrow 
borders . 

2) A second factor derives from the country's relatively small size 
and lack of natural resources, which encouraged the Swiss to look beyond 
their national borders and cultivate business relationships with foreign 
merchants . 

3) A third factor is the confidentiality desired by the wealthy; a 
need which Swiss financial institutions have always been capable of 
meeting. Today, Switzerland's banking secrecy laws guarantee investors 
confidentiality and security. Other countries, such as Luxembourg, France 
or Austria, have now also made the violation of banking secrecy laws a 
punishable offence, but in Switzerland banking secrecy is particularly 
stringent. Swiss banking secrecy is not intended to serve as a barrier to 
criminal investigations but as protection for people who have accumulated 
investment assets through entirely legitimate means. 

4) A fourth factor is Switzerland's political stability and 
long-standing neutrality. Foreign investors, whose assets were often 
imperilled by political upheaval, warfare or runaway inflation, often saw 
Switzerland as a financial safe haven, where their assets were managed 
reliably and professionally. 

5) Finally, there is the quality of financial services offered by 
Switzerland. Quality has since become an important criterion by which 
international financial centres are measured. A recently published study by 
London based property company Healey & Baker confirms that Swiss employees 
are ranked among the best in Europe with regard to quality. Fluency in 
several languages, for instance, is just one advantage when dealing with a 
Swiss investment advisor. 

Because of the above factors, as well as the strong Swiss currency and 
the country's historically stable macroeconomic conditions, Switzerland has 
become a major financial centre. An estimated 35% to 40% of all 



foreign-managed assets, or Swfr2,000 billion to Swfr2,500 billion, are 
managed in Switzerland. Maintaining leadership is a challenging task in 
today's highly competitive environment. The needs and desires of both 
domestic and foreign clients have to be constantly clarified and 
competently addressed, and services continuously tailored to -these 
ever-changing requirements. 
INSTITUTIONAL CLIENTS 

Financial services specifically designed to accommodate the needs of 
institutional investors did not emerge until the mid-1980s, but have since 
grown to become one of the major segments within the financial services 
market. The aggregate total of pension fund assets alone is likely to grow 
to $12,000 billion by the year 2000. This development has given rise to a 
vast array of products for institutions, offered as an all-in-one or 
tailor-made service . 

The preferences and valuation criteria of institutional investors 
differ from those of private individuals on a number of points: 
Institutions are interested, for instance, in well-organized and efficient 
stock exchanges, a modem framework and an attractive macro-economic and 
microeconomic environment. 

Unfortunately, Switzerland used to be handicapped by a number of 
structural deficiencies which provided other financial centres, such as 
Luxembourg or London, with a competitive advantage. One particular 
disadvantage was Switzerland's stamp duty, which considerably increased the 
cost of stock-market transactions and encouraged investors to take their 
business elsewhere. This deprived Swiss exchanges of several billion francs 
worth of turnover every year. Laws regulating Swiss investment funds were 
also highly restrictive until very recently, inducing both Swiss and 
foreign banks to establish and operate fund companies in Luxembourg or 
other offshore centres, rather than in Switzerland. Switzerland's open 
outcry system and the fragmented structure of three cantonal exchanges in 
Zurich, Basel and Geneva, were neither modern nor competitive. 

Influential leaders from Swiss political, business and stock exchange 
circles were realizing where the financial world was heading and worked 
together to come up with several important innovations. 

One major area involved legislative modifications to improve 
investment conditions in Switzerland. Another big project is the 
Elektronische Boerse Schweiz (EBS) , a screen-based trading system which 
will bring about major improvements for investors. These efforts, along 
with Switzerland's favourable macroeconomic environment and interesting 
microeconomic developments, will make Finanzplatz Schweiz even more 
attractive in the next few years. This should encourage more and more 
international investors to do business in Switzerland. 

IMPROVEMENTS 

Legal developments 

Switzerland's new securities law, which went into effect in 1992, 
provides greater protection for shareholders and has also increased 
transparency. As a result, the attractiveness of investing in Swiss 
equities has been greatly enhanced. Since then, . important amendments have 
been made. For instance, companies are prohibited from arbitrarily refusing 
to enter registered shareholders in their registrar. 

A new investment fund law, conforming to EU directives, was enacted on 
January 1 1995. This new law gives Swiss fund managers greater leeway with 
regard to options, securities lending, leverage and short selling. Newly 
created fund categories ('other fund' and 'other fund with increased 
risk'), enable a greater differentiation of fund strategies and thus 
broaden the range of Swiss funds from which investors can choose. 

The new stock exchange law will tentatively come into effect in July 



1996 and the new listing regulations in January 1997, Both are designed to 
improve shareholders* rights and the transparency of the Swiss stock 
market . 

The stock exchange law represents a significant improvement in the 
rights of minority shareholders: major shareholders must notify both the 
company and the stock exchange authorities once their interest in a company 
exceeds or falls below a certain level. In addition, a public offer has to 
be made to all shareholders once a single investor owns more than 33% of 
voting rights. 

New listing regulations will require companies to present their 
accounts according to ARR guidelines (Swiss accounting and reporting 
recommendations), which correspond to true and fair principles. ARR 
guidelines are compatible with accounting and disclosure standards 
established by the EU. 

From an investor's point of view, they go even further than EU 
directives, since they will require companies to provide a detailed funds 
flow statement. Thus the numerous companies which have already voluntarily 
adopted ARR guidelines also comply with the 4th and 7th EU directives. The 
flow of information will improve further in June 1998, when companies will 
be required to publish an interim report. 

Swiss Electronic Exchange 

The Swiss Electronic Exchange (EBS) was long awaited, much criticized 
and, some claimed, doomed to fail from the outset. However, it got off to a 
successful start. On December 8 1995, screen-based trading in non-Swiss 
equities and related options went on-line and the fully automated exchange 
system functioned without any major problems. 

In the second phase, Swiss equities will be transferred to the 
electronic exchange. Major organizational change will occur when the three 
Swiss stock exchanges Zurich, Basle and Geneva merge into a single Swiss 
Exchange, This will increase liquidity and make investments in the Swiss 
market more attractive. Market activities will be subject to new 
regulations . 

Rapid and fair execution of all orders 

Once EBS is fully operational, all securities will be traded 
permanently from 9:30am to 4; 30pm without interruption. This means that in 
future it will be possible to buy and sell second-tier stocks at all times. 
These are currently traded only twice a day. The new electronic exchange 
provides for some new types of orders that complement the trading 
instruments available to traders and investors. 

The electronic exchange guarantees equal opportunity for all market 
participants. The system operates according to a clearly defined price/time 
priority for the execution of orders, regardless of their size. First, all 
at-best orders are carried out, followed by the highest bid or lowest ask' 
price, respectively, with priority given to the orders which have been in 
the system the longest when entered prices are equivalent. 

A solution to the problem of odd lots was found by combining them into 
round lots which are then traded at the reference price. Sizing of round 
lots has been simplified, making the minimum more accessible to retail 
investors. 

Unlike the London Stock Exchange, where prices are quoted by official 
brokers only, EBS operates on the basis of an order-driven system. Supply 
and demand are determined by price, not by market-makers. Market-making 
within EBS merely serves to support market depth and improve liquidity. 

Efficiency of exchange organization and reporting 

Swiss stock exchanges used to suffer from a lack of transparency and 
incomplete information, compared with other international exchanges. The 
launch of EBS and the new exchange regulations which will now take effect, 



will eliminate this competitive disadvantage. 

Article 7 of the exchange regulations stipulates that members are 
obliged to make all transactions on the electronic exchange system during 
trading ' hours . Exceptions are dealt with in Directive 3, which regulates 
the size of orders that may be traded off-exchange. 

In adherence to the principle of best execution, a client may at any 
time ask the bank which carried out the transaction to verify whether an 
off-exchange execution produced a more favourable price than trading via 
the EBS. 

According to Directive 10, exchange members now have to report 
off-exchange transactions within 30 minutes or, for transactions conducted 
outside trading hours, by the next start of trading at the latest. In its 
trading statement the bank must designate all transactions not done via the 
matcher as off-exchange transactions. 

With this new regulation, investors have an effective means of 
protecting their investments, significantly improving transparency and 
making it impossible to bypass the official electronic trading system. 

An elaborate form of self-regulation guarantees that EBS is adequately 
supervised. The new federal law on securities trading empowers the federal 
banking commission to supervise the exchange. 

Thanks to the utilization of high-tech trading methods, the 
supervisory bodies are equipped with innovative and effective monitoring 
tools. The authorities have instant access to the order book for each 
security and, if necessary, can reconstruct any unusual movements in the 
market step-by-step. 

A special stock-watch programme was designed to detect sudden price 
changes and/or conspicuous fluctuations in volume, and will enable 
supervisory staff to take immediate action. The aim of these innovations is 
to ensure a fair and orderly market as well as provide all participants 
with access to up-to-date information. 

Timely and faultless cleaning and settlement 

A Swiss exchange brochure states that: "In 1993 a new milestone was 
reached in the settlement of exchange transactions." It refers to the 
electronic clearing system for Swiss securities (SECOM) , which has enabled 
Switzerland to take a leading international position in clearing and 
settlement procedures. 

Linked to EBS's fully electronic matching system, the SEGA 
communication system permits clearing of market transactions on the value 
date set by the exchange. The pre-matching procedure operated by SECOM 
provides the back office with details of individual transactions prior to 
the actual settlement date. Input errors can therefore be detected and 
rectified at an early stage, which ensures settlement within the usual 
three days after closing. As securities are transferred on the settlement 
date, payment is made automatically, at the same time, via Swiss Interbank 
Clearing (SIC) . Investors will certainly appreciate these advantages and do 
more and more of their trading through the Swiss exchange. 

The successful launch of EBS does not mean, however, that the 
development and improvement of Switzerland's financial centre has been 
completed. It is in fact just the starting point for an ongoing process of 
refinement . 

With the realization of EBS, as well as the legal and regulatory 
amendments made in the run-up, the member banks of the Swiss Exchange have 
forged an excellent basis for improving the services provided to their 
clients. Highly-skilled traders and client-oriented investment advisors are 
the pillars on which the improvements will rest, along with the role played 
by a rapid transmission of information to and from the exchange. 

MACROECONOMICS 



Moderate growth at low interest rates 

Expectations of rapid economic growth accompanied by a high rate of 
inflation sent bond and stock markets on a downward spiral in 1994. This 
pessimistic sentiment vanished in 1995. Economic activity generally 
remained moderate in 1994, with GDP growth at 4.1% in the US, 0.5% in Japan 
and 2.9% in Western Europe, and even sagged in 1995, with the exception of 
Japan. According to provisional estimates by Swiss Federal Institute of 
Technology and the Centre for Research of Economic Activity, Switzerland's 
GDP growth in 1995 weakened to 0.4%. Consequently, many economic 
forecasters no longer speak of a resurgence in inflation, but instead are 
warning of possible deflation, which would knock the Swiss economy into a 
recession. 

It is now projected that real GDP will grow at a modest rate of 

between 1% and 2% in 1996 and 1997. Most GDP components will post only 
modest increases in the next two years. -Private consumption will be subdued 
in 1996, as it was in 1995. Due to uncertain job security and only 
marginally higher disposable incomes, private consumption is expected to 
expand by only 1% in real terms in 1996. An acceleration can be expected no 
earlier than the beginning of 1997. Construction activity is unlikely to 
contribute to GDP growth during the next two years either, since there is 
still a large supply of unoccupied properties in the commercial . and 
residential real estate markets. Bank Vontobel expects that construction 
activity will remain flat during the next two years. 

Growth will be sustained once again by domestic capital spending and 
exports. The disadvantages faced by Swiss companies competing in foreign 
markets, due to the strong Swiss franc, have forced these firms to 
modernize and rationalize their production facilities. This, in turn, gives 
Swiss companies a technological lead which is expected to raise exports by 
around 5% in real terms during the next' two years, A two- to four-year 
postponement of European monetary union would be particularly beneficial 
for Switzerland's export and tourism industries. The Swiss franc would 
weaken against the German mark, since German investors would no longer be 
rushing to park their funds in Swiss francs. In addition, investors would 
most likely close speculative positions that have given the Swiss franc's 
upward trend an extra boost. 

The difficulties encountered by Swiss companies due to a strong 
domestic currency are clearly evident when looking at the development of 
foreign exchange rates for 15 major currencies in the past six years. 
During this period the value of the Swiss franc has risen by 25% (approx. 
4% pa). The franc's appreciation against the dollar is even more ' dramatic, 
as the real dollar/franc exchange rate was 41% lower at the end of 1989 
than it is now, corresponding to a 6% annual rise in value for the Swiss 
franc . 

The effect on business is that Swiss firms have been forced to 
substantially increase productivity while slashing costs, just to offset 
the adverse effects of a strong domestic currency and to remain competitive 
in international markets. 

With moderate growth rates and poor consumer sentiment, Swiss 
inflation should recede further. Despite the uptick attributable to the 
introduction of a value-added tax system, last year's rate of inflation was 
less than 2% (annualized average: 1.8%). A continued decline in inflation 
to 0.4% is expected in 1996, with a slight upturn in 1997 to 1.0%. The 
downward trend of the consensus inflation forecast shows that inflationary 
expectations for 1996 were originally far too high. In March 1995 the 
consensus figure for average inflation in 1996 came to 2.0%, which was then 
steadily revised downward to the 1.14% figure published in December 1995. 



This is still well above Bank Vontobel * s estimate. The inflation estimate 
of 0.4% for 1996 is based on the following three points: firstly, the 
absence of last year's VAT effect reduces inflationary pressure; secondly, 
lower food prices due to downward price pressure from cheaper imported 
goods and the intensifying struggle among retail distributors for market 
share; and thirdly, housing rents will hardly go up because of the large 
supply of unoccupied housing and falling mortgage rates. 

Although the Swiss National Bank (SNB) reduced its key rates several 
times during 1995, bringing them to their current historical low of 1.5%, 
money supply expanded by only an estimated 0.7%, rather than the 2% target 
set by the SNB, It is unlikely that SNB will have any reason to reverse its 
monetary course this year. 

Although Bank Vontobel did forecast at the beginning of 1995 that 
interest rates would be falling in congruence with the bank's inflation 
expectations, the extent of the subsequent interest rate decline did take 
the bank by surprise. The average yield of government bonds tumbled by 
around 150 basis points to 3.7%, and three-month Swfr Eurorates fell from 
around 4.5% to roughly 1.75%. The bank believes that current interest rates 
are not a sign of market overshooting and expects a volatile sideways trend 
at both the long and short end during the next 12 months. 

STOCK MARKET 

Will the show go on? 

In terms of volume, the Swiss stock market, with a turnover of 
approximately Swfr374 billion in 1995, ranks sixth worldwide and third in 
Europe, behind London and Frankfurt. This is no doubt attributable in part 
to the market's outstanding performance. 

1995 was an exceptionally good year for the Swiss stock market. The 
total market posted a 23% rise in Swiss francs, a performance exceeded by 
only one other market — Wall Street. Expressed in dollars, however, Swiss 
equities were last year's best performer, posting a 40% rise in value. A 
careful analysis of the stock market's performance shows that investors 
were not at all caught up in a euphorically bullish sentiment, despite the 
heady price gains. Investors last year snapped up shares in those companies 
pursuing a focused strategy backed up by concrete actions. Index gains 
therefore stemmed primarily from a handful of heavily capitalized stocks, 
such as Sandoz, Swiss Re and Alusuisse. Blue chips advanced 25% compared to 
a decline of around 1% for the small-cap segment. 

Following this outstanding performance in 1995, several global 
investment banks have advised their clients to reduce their exposure to 
Swiss equities and cash in on last year's fat profits. Another strong surge 
in prices at the start of this year was followed by a correction, above all 
by those stocks which had made big gains last year. These volatile swings 
have made many investors wary and uncertain. 

There are three things which investors should consider when looking at 
the Swiss market: 

Firstly, the earnings outlook for listed Swiss companies remains good. 
This year Bank Vontobel estimates that earnings will grow by an average 18% 
following 1995 's average 13% increase. 

Secondly, in comparison with the expected yields on Swiss-franc bonds 
of around 4.13%, Swiss stocks are attractively valued at 13.6 times 
estimated 1997 earnings {earnings yield: 7.3%). 

And thirdly, rather than being euphorically bullish, the attitude of 
foreign and domestic investors regarding exposure to Swiss equities has 
been marked by caution, which is reflected in the market's relatively high 
risk premium. 

Taking into account these three points, the bank believes the outlook 
for the market's performance in 1996 is good. Investors should pay special 



attention to the small-cap segment, which has underper formed the market by 
a wide margin {-1% versus +25% in 1995) and, measured by all standard 
valuation indicators, is currently trading at a slight discount to the 
total market. 

Copyright Euromoney Publications PLC 1996 
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TEXT : 

Reconciling Accounts the Automated Way 

During the past decade, technology-driven service initiatives, 
ranging from automatic teller machines to voice-activated telephone 
response systems, have escalated public expectations for services delivered 
by financial institutions. With increasing frequency, automation is the 
answer to maximizing operational efficiencies, enhancing service capacity 
and gaining a competitive edge. 

Two key business areas that often are overlooked in the drive to 
automate are abandoned-property tracking and reporting and reconciliation 
of checking accounts, cash transactions deposits, letters of credit and 
miscellaneous expenses. However, by automating these functions, our company 
projects an annual savings of more than $100,000 — and a substantial 
improvement in customer service. 

Traditionally, reconciliation has been a labor-intensive operation 
requiring a rather large staff to manually match the corporate transaction 
listing with a list of transactions recorded by the bank. Besides being 
slow and costly, this manual "ticking and flicking" operation is subject to 
human error. In addition, because the process is so repetitive and boring, 
staff turnover is a big problem. 

In our department, 10 people* were employed to manually reconcile the 
300,000 checks and thousands of other transactions generated monthly by 
three business divisions and five subsidiaries through 12 accounts at 
various banks. Even through 10 of our largest checking accounts were 
computerized, the program was limited to taking issued checks from our 
computer systems and matching them with paids provided by the banks * 
systems . 

More important than the drain manual reconcilement had on labor 
resources was the delay it caused in customer service. The company received 
at least 50 calls daily from policyholders inquiring about checks due them. 
Under the old system we had to research such inquiries manually and follow 
up with policyholders. 

A policyholder might call, for example, saying he had not received an 
expected claim check. To determine the status of the check, we first 
reviewed our issue records to determine whether, and when, the check was 
written. If it had been issued, we then examined the most recent 
reconciliation report to see if the check had been cashed. If not, we 
referred to the last bank statement not yet processed through the 



reconciliation system. If the check had not been cashed as of that point, 
we called the bank for an update from the date of the last statement. 
All of this research meant that our response to policyholders 
sometimes was delayed for 24 hours or more. Today's public expects 
virtually instantaneous service from financial institutions, and the delay 
caused by these steps was unacceptable. 

To improve the situation, our alternatives included enhancing the 
existing check-matching software, developing an entirely new system 
in-house and installing an off-the-shelf, vendor-supplied system. A careful 
cost analysis revealed that the in-house alternatives were too expensive 
and time-consuming to be practical: just enhancing our old system would 
have cost approximately $50,000. 

Another disadvantage to the in-house approach was that we wanted to 
implement a solution as soon as possible. We needed a system that provided 
flexible reporting, was user-friendly and allowed the financial staff to 
control the system with minimal data processing assistance. 
After carefully reviewing vendor proposals, we selected three 
automation systems from DISC, a NYNEX company in Baltimore, Md. : DISC ARP 
(Account Reconcilement Package) to automate check reconciliation, DISC 
RECON-Plus for reconciling all non-check items and DISC APECS (Abandoned 
Property Escheatment and Compliance System) to handle abandoned property 
tracking and reporting. 
AUTOMATIC MATCHING 

To improve control over all reconcilement processes, we arranged for 
our paid check data on magnetic tape to be input directly to the 
account-reconcilement program; matching then is done automatically for all 
accounts. The system also generates a variety of reports automatically, 
including a list of outstanding checks and a list of checks paid but not 
listed in our records as having been issued. 

Previously, when we reconciled manually on a monthly basis, we were 
not able to monitor these situations on a timely basis, and they sometimes 
resulted in losses. The new reports and strengthened controls, however, 
allow us to review items before they are formally accepted by the bank. 
The reconcilement package also offers an on-line stop function that 
allows us to monitor our banks' stop-payment function. If checks that 
should have been stopped are erroneously honored, we can identify these 
items in time to notify the banks. 

Other on-line inquiry capabilities of the account-reconcilement 
package let our customer service representatives resolve policyholder 
questions quickly, eliminating the need for time-consuming research. With 
this feature, policyholders can be apprised in minutes of the status of 
claim checks. 

Reconciliation of noncheck items, including wire transfers, deposits, 
cash withdrawals. Automated Clearing-house transactions, and miscellaneous 
debits and credits, are handled by a separate software package that 
automatically matches transactions by variable criteria established by the 
reconciliation staff. Typical matching criteria include dollar amount, 
posting date, available date, transaction type, serial number or other 
user-specified information. Transactions also can be matched by conditional 
statements . 

In addition, this software allows matching multiple transactions to a 
summary transaction, thereby reducing the niamber of unmatched items that 
require research. Items that cannot be reconciled automatically are then 
reported as unmatched and become available for on-line inquiry and manual 
matching. In the future, we intend to expand the capabilities of this 
system for maintaining and controlling various suspense accounts. 
TOO LABOR— INTENSIVE 



Like noncheck reconciliation, abandoned-property reporting of checks 
issued but not cashed used to be a totally manual process which we tracked 
with separate index cards for each such check. Originally, to meet annual 
state reporting requirements, we scanned every index card to find those 
items meeting the required criteria. 

To improve this situation somewhat, we developed a PC-based system to 
facilitate the sorting process. While this program provided all items for a 
given state that met established criteria, reports could not be generated 
in all of the formats required by states. Also, we could not provide data 
on magnetic tape, as sometimes is required. 

In addition, as was the case with check reconciliation, the process 
was so labor-intensive that follow-up with policyholders who had not cashed 
issued checks was slow. From the time the check was issued until the time 
of follow-up, addresses might have changed and forwarding orders expired, 
often making it impossible to locate the rightful owners of the abandoned 
property. In these situations, the funds were remitted to the state in 
accordance with state statutes. 

Part of the slow response problem was due to the fact that the old • 
check reconciliation systems did not maintain payee address. Social 
Security number or the policy number associated with each check issued and 
outstanding. As this information was needed to follow up on old outstanding 
checks, manual investigation into policy files was necessary. 
With the new software, however, this information for issued but 
outstanding checks is maintained on our account reconcilement package, 
ready for transmission to the abandoned-property reporting system. Search 
letters for follow-up can then be generated automatically as needed with.no 
manual research. This system has substantially improved our ability to 
return potential abandoned property to its rightful owners — our 
policyholders--instead of remitting such funds to the state. 
Our automated reconcilement and reporting systems also have provided 
cost benefits, including a 25% reduction in reconciliation staff, as well 
as time savings in other departments where policyholder questions can be 
resolved directly and without the assistance of reconciliation staff. As a 
result, we expect total system payback in less than two years. As the 
financial side of our business increasingly is measure in terms of 
fractions of basis points, the service side increasingly is evaluated in 
minutes. Meeting that challenge requires looking for efficiencies at every 
point of the service process. Streamlining all aspects of the account 
reconciliation and abandoned-property reporting processes might easily be 
overlooked, but in today's competitive environment, it must not be ignored. 
KATHLEEN E. KREMINEC, CPA, is associate director of financial services 
at Massachusetts Mutual Life, Springfield, Mass. 
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